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M. Chairman, nenbers of the commttee, | am pleased to appear
before you to testify in favor of the enactnent of the

M | I enni um Chal | enge Account (MCA) | egislation requested by the
Presi dent .

Last March, President Bush descri bed an exciting new approach to
devel opnment assistance. He called for "a new conpact for gl obal
devel opnment™ linking "greater contributions from devel oped
nations" to "greater responsibility from devel opi ng nations."
The United States woul d | ead by exanple, the President pledged,
and i ncrease core devel opnent assistance by 50 percent over the
next three years — making $5 billion nore per year avail abl e by
the third year. A MIIlennium Chall enge Account woul d channe
this new assistance only to "nations that govern justly, invest
in their people, and encourage econonm c freedom™

Wiy a M I I ennium Chal | enge Account ?
M. Chairman, this new foreign assistance initiative, the
M | I enni um Chal | enge Account, brings together in a new and

i nnovative way the | essons we have | earned about devel opnent
over the past 50 years.

It affirnms that economc growh is key to devel opnent and

poverty reduction. It targets assistance to those countries
t hat have adopted the governance, social and econom c
policies that enable growh and | asting devel opment. It

recogni zes private sector growmh as critical to sustaining
heal t h, education and ot her devel opnment gai ns and thus
enphasi zes a healthy climate for entrepreneurs, including
respect for private property, limts on corruption, and a
functioning financial system The MCA increases the odds of
spurring econoni c devel opnent with partner countries and, at
the sane tinme, encourages nore countries to adopt grow h-
oriented policies.

The MCA recogni zes that devel opnment success is driven by a
country’'s own efforts, policies and people. W can support
and encourage sound efforts, but we cannot substitute for



genuine commtnent to take the hard steps needed. The MCA
t hus proposes a true partnership in which the devel opi ng
country with the participation of its citizens establishes
its own devel opnent priorities and pl ans.

The MCA denmands accountability and results. Each
successful country proposal will include clear devel opnent
obj ectives and benchmarks. Meeting these benchmarks will be
key to continued funding.

The MCA builds on the reality of the gl obal econony, and the
success of denocratic institutions. |t recognizes our

responsi bility and opportunity to hel p good | eaders deliver on

t he expectations of their people. The MCAis optimstic, yet
practical, about the potential of people in poor countries to
chart a course to peace and prosperity with effective support.
In that, it is all American. It rests on the greater

recogni tion by devel oping countries that their policies and
governance are the nost critical keys to devel opnent. The MCA
is not the sole answer. It is part of a broad array of

Adm nistration efforts to spur devel opnent that stretch fromthe
Doha Devel opnent Agenda to initiatives on H V/ Al Ds, fam ne and
education. Along with these other efforts, the MCA supports our
overall foreign policy, including the struggle against
terrorism by encouraging free, denocratic and prosperous

soci eties where people have a stake in the future and val ue
partnership with the United States.

The Administration's vision of the MCA, as reflected in the

| egislation sent forward to the Congress on February 5, is
profoundly positive. It affirnms the ability of the poorest
people in the poorest countries to inprove their lives; it
enbraces human dignity by stressing nutually responsible and
account abl e partnership; and it upholds the key insight that

t houghtful and participatory political and econom c governance
are fundanental to |asting progress.

Devel opi ng the MCA

Thi s past year our challenge has been to inplenment the vision
that the President put forward |last March in Monterrey. 1In so
doi ng, we have engaged in an intense, thoughtful and coll egi al

i nt eragency process involving the Departnents of State and
Treasury, the U S. Agency for International Devel opnent, the

O fice of Managenent and Budget, and a nunber of other entities.
We have al so benefited greatly fromthe strong interest and
suggestions of many. The public, especially the NGO and



busi ness communi ti es, have nade inportant suggestions. W have
kept other donor nations and potential MCA beneficiary countries
appri sed, as both have wel conmed the MCA and been keen observers
of our progress. Throughout this process, the involvenent of
the President has been central. President Bush has given an
unprecedented | evel of direct and sustained conmtnent to the
MCA and to devel opnent issues nore generally.

After months of discussion and deliberation, the Adm ni stration
cane to a nunmber of concl usions:

The MCA shoul d focus on devel opnent obj ectives;
It must conpl enment, not replace current assistance;

To ensure we select only those countries that can best use
assistance, the MCArequires the integrity of objective
eligibility criteria;

To conbine all the new el enents - a sel ective program
partnership that gives devel opi ng nations thensel ves the
lead role in guiding their devel opnment, and a program where
results are integrated and neasured from beginning to end -
we decided that the MCA could not just be grafted onto

exi sting assistance prograns or structures; and

We al so concluded that to realize the prom se of the MCA
wi t hout a huge increase in bureaucracy, we will have to
organi ze and run the MCA in a whole new way, requiring a
clean, flexible and creative |egislative nandate.

How t he MCA Woul d Work

M. Chairman, to nmake this vision a reality, the Adm nistration
woul d create a new organi zation - the MIIennium Chal | enge
Corporation (MCC) - with one key goal: "to reduce poverty

t hrough pronoting sustai ned economc growh in devel opi ng
countries conmtted to inplenenting good policies.” This

i nnovati ve approach requires new thinking and new ways of doing
busi ness that can best be introduced through a new, high-profile
entity. Establishing the MCC as a governnent corporation with a
high | evel board will signal that MCA partnershi ps are not

busi ness as usual. Wat we are proposing is new ways of working
with very strong partners and a | aserli ke focus on achieving
sust ai nabl e results, engines of growmh and nodels of success
where track records and | essons |learned are clear to see. MCA



partnerships will be based on a high standard of nutual

responsi bility at the upper reaches of both governments. The
MCC wi Il use the nost nodern and effective approaches possi bl e.
It will conmbine an unprecedented | evel of country selection
rigor and accountability for results and effectiveness, with a
hi gh degree of operational flexibility. W also expect that the
Board and the MCC CEO and staff will want to consult closely

wi th Congress on the progress and activities under this

i nnovative new initiative.

The MCC will build on devel opnent | essons-learned. It will also
draw i n outside expertise and oversi ght on an ongoi ng basi s,
tailored to the issues, countries and sectors of practical
concern. W expect US devel opnent expertise, including the
experience of the US profit and non-profit sectors in
establishing transparent, financially accountable, effective
activities, wll be engaged through the MCA. W expect as well
to see local for-profit and non-profit entities working side by
side with the governments and other US participants. The MCC is
w || support devel opnentally sound country proposals and work
carefully with MCA partners to identify those nost likely to

i mpl enent effectively and to build capacity within MCA
countries.

A Chi ef Executive Oficer appointed by the President and
confirmed by the Senate would run the MCC. A cabi net-Ievel
board, chaired by the Secretary of State, would provide policy
gui dance and oversee operations. The Secretary of State, as
Chai rman of the Board, will exercise strong supervision of the
CEO of the MCC and ensure coordination of assistance and foreign
policy consistency. The Secretary of the Treasury woul d ensure
consistency with our nultilateral assistance and our foreign
econonmic policies. The Director of OVB, as a nenber of the
Board, would hel p the Board inplenent the President's Managenent
Agenda priorities of inproving transparency, performance and
accountability in the new Corporation.

To be nost effective in pronoting devel opnent, the MCC will need
flexible authorities with regard to personnel, funding,
procurenent and contracting. The M1l ennium Chall enge
Corporation will drawits staff fromthe best and brightest in
the public, private and non-profit sectors. W envision a
relatively small staff, which would serve for tinme-limted
terms. The staff would rely heavily on contracted services for
nmoni toring, evaluation and many services. The MCA will need the
ability to contract for goods and services with the private
sector, with governnent agencies, and with international



organi zati ons and should be able to procure globally. To be
able to respond to individual MCA country proposals, the MCA
shoul d not be restricted to specific areas of funding.

Sel ection: The MCA process begins with selection of qualifying
countries. The eligible pool of poor countries would expand
each of the first three years as MCA funding ranps up. Only the
74 countries eligible to borrow fromthe IDA with a per capita

i ncome bel ow $1, 435 woul d be considered the first year. In FY
2005 the pool would extend to all countries with incones bel ow
$1, 435, adding approximately 14 countries. From FY 2006, al
countries with per capita incone bel ow $2,975 (|l ow m ddl e incone
countries) would be included, adding another 30 or so countries.
The per capita incone ceilings and country neasures are taken
fromthe Wrld Bank and woul d be adjusted annually. Countries
ineligible to receive aid under the Foreign Assistance Act woul d
al so be ineligible for the MCA

Once a year the MCA would run a conpetition anong the eligible
countries to determ ne which qualify for the MCA. Qualification
is based on 16 indicators neasuring country performance in the
three areas of ruling justly, investing in people and
encour agi ng economc freedom Countries that do better than the
medi an on half the indicators in each of the three categories
and on the corruption indicator would nomnally qualify.

Because scores relate to incone, countries bel ow $1,435 and

t hose between $1,435 and $2, 975 woul d conpete separately in the
i ndi cators and sel ection process. Countries that qualify in the
first year will not lose eligibility sinply because of nedi an
changes caused by the expansion of the pool in subsequent years.

To ensure that each qualifying country is a commtted

devel opnment partner that neets the President’s three core
criteria, the MCA Board would review the results of the

i ndicators portion of the selection process. |In exercising this
responsi bility, the Board would take into account materi al
information, such as trends in | eadership or corruption and

ot her recent devel opnments. On that basis, the Board m ght
include a country that just m ssed or exclude a country that
“passed”.

The sel ection process will be transparent. Transparency

provi des the informati on necessary to give poor countries
incentive and direction to develop the required policies and to
ensure MCA accountability. Sources for the indicators and the
data for evaluating themw || be posted on the MCA website.



Board deci sion-making will also be transparent to Congress and
t he public.

The indicators cone fromindependent and anal ytically rigorous
sources, including the nultilateral devel opnent banks, acadenic
policy institutes, international financial institutions and non-
profit organizations. Data is also solicited fromnationa
sources for budget indicators to update publicly avail abl e
information. The MCAw il regularly review the indicators used
to help select qualifying countries. Indicators may be dropped
or added if it is determ ned doing so will help the Board of the
MCC choose the nost qualified countries based on the criteria of
"governing justly, investing in people, and encouragi ng econom c

freedom" Any changes will be done in a way to bal ance the need
for flexibility wwth the need for predictability, so that
countries know well in advance by what standards they will be

j udged.

The MCA Contract: The inplenentation phase will begin after
countries have been notified of their selection to the MCA. To
i npl enent the partnership between the MCC and specific MCA
countries, the MCCwill use tinme-limted, business-I|ike
contracts that set forth a conmtnment between the United States
and the devel oping country to neet agreed performance
benchmar ks.

Devel oping countries will set their own priorities and identify
their own greatest hurdles to devel opnent, drawing on their
devel opnent strategy as reflected in their Poverty Reduction
Strategy Paper or other devel opment planning docunment. We will
be seeking MCA country contract proposals that engage every

el ement of an econony — governnent, civil society and busi ness.

The MCC will stipulate that all country contract proposals be
the result of an inclusive donestic consultative process and
each MCA country will identify its priority devel opnent hurdl es

and a program for addressing themthrough such an inclusive
process.

The proposal should focus on a limted nunber of clear

measur abl e goals critical to economc growh and devel opnent.

For exanple, a country m ght decide to focus on inprovenents in

one or two areas, such as agriculture, education, enterprise and
private sector devel opnent, governance, health and trade and

i nvestment capacity building. The proposal nust include

obj ectives, a plan and tinetable for achieving them benchnarks

for assessing progress and how results will be sustained at the

end of the contract, delineation of the responsibilities of the



MCC and the MCA country, the role of civil society, business and
ot her donors, and a plan for ensuring financial accountability
for funds used.

The M1 ennium Chal |l enge Corporation will consult with the
country at every stage of the process and provide techni cal
assi stance as necessary. The MCCwill review the proposal and
conduct both sectoral and country eval uations, which may incl ude
gover nment and non-governnent experts from outside the MCC

Sel ection as an MCA country alone will not guarantee automatic
funding of all aspects of a country’ s proposed contract. The
MCC may ask questions and propose nodifications to the contract
proposal. The MCA Board will exercise final approval of al
contracts. Contract terns will be made public in both the
United States and the MCA country.

The MCA contract will also be key to how the MCA is inplenented
in a country. The nmethod for disbursenent of funds and

sel ection of inplenenting agents, for exanple, nmay be determ ned
in the MCA contract. The MCC will disburse funds in the nost
efficient manner to the inplementers of MCA activities. W
expect our own private sector and devel opment experts will
participate and bring to bear their skills on everything from

fi nanci al nmanagenment and auditing, to ensuring that education
prograns | eave no child behind.

Monitoring and eval uation to ensure accountability for results
will be an integral part of every activity for which MCA funds
are used. The MCCwill nonitor activities and systens to ensure
financial responsibility and accountability for MCA assi stance.
It wll review overall budget data to denonstrate that MCA
resources and donestic and ot her devel opnent resources are used
in a conplinmentary manner. It will conduct audits to ensure
that data reported by recipients is accurate and conplete. It
wi |l nonitor achi evenent of specific benchmarks for measuring
progress toward programgoals. And, the MCC will evaluate

whet her MCC assi stance is achieving sustainable results. The
MCC wi || conduct nonitoring and eval uation directly and through
i ndependent contractors with professional auditing experti se.
Al l eval uations woul d be nmade publi c.

MCA Progranms will continue to receive funding, subject to
congressi onal appropriation, under the ternms of the country’s
MCA contract unless they fail to neet the specific conditions
for performance specified in the contract. Funding for all or
part of the MCA contract could be scal ed back or ended for
failing to nmeet financial standards or to attain specific



benchmarks. On the other hand, funding could be increased if
countries reach or exceed performance targets and have incl uded
“incentive clauses” in their contract. At the conclusion of the
contract period, MCA assistance will end unless participant
countries that have performed successfully submt a new proposa
and renegotiate a new contract with the MCC.

Qperations: M. Chairman, we know that the keys to success of
any initiative as innovative as the MII|ennium Chal |l enge Account
lie not only in ensuring that it has a well thought out mandate
and the needed authorities. It nust also operate well. W have
sought to give the MCA a unique identity so that it will work
well with other agencies that deliver devel opment assistance.

We have kept its staff small, so that it will rely on other
agencies in the field and in Wshi ngton. W have placed MCA
officials in the field under Chief of Mssion authority to
ensure that they coordinate well with other Enbassy el enents,
including the AID mssion. And to ensure accountability, the
Secretary of State, who oversees all of our foreign assistance
progranms, will serve as Chairman of the Board.

USAID will continue to be central to U S. foreign assistance.
The Adm nistration is working hard to bring forward new

devel opnent initiatives on agricultural devel opnent, fam ne,

H V/ AIDS, rural poverty, trade capacity building and
humanitarian relief. Under the commtted | eadership of

Adm ni strator Natsios, USAID will not only have a growing role
in these new devel opnent assistance initiatives, but it wll

al so be a key partner of the MCA and could inplenment sonme MCA
prograns. In fact, USAID programs will work in partnership with
the MCA to provide technical assistance and funding for those
countries that are "near qualifiers," so that they can nmake the
policy changes necessary to qualify for the MCA. W hope that
the work and resources of the MCA, which add to existing

devel opnent assi stance, m ght even help free up other

devel opnent resources to nake nore progress in non- MCA
countries.

Funding: The initial funding request for the MCAis $1.3
billion. This is the first stage of a ranp-up that wll
increase to $5 billion by 2006. That is a 50 percent increase
in core US devel opnent assi stance over 2001 |evels, and
represents an unprecedented effort to reduce poverty. W
believe $1.3 billion will provide sufficient resources for a
strong start. W deliberately chose to ranp up requests over
time to ensure funds would match but not exceed our ability to
use them wel |



VWhat the MCA Can Achi eve

M. Chairman, in conclusion, the MII|ennium Chal |l enge Account is
an innovative effort to spark international devel opnent that
deserves support. Wiile nmany of the elenents of the MCA are not
new, this will be the first attenpt to integrate theminto a
concept that challenges countries to adopt policies that enable
devel opnent, that challenges aid recipients to take the lead in
a new form of partnership, and that chall enges us and MCA
countries alike to adopt a business-like, results-oriented
approach. The MCA's goal and mssion are clear: to raise
countries out of poverty by pronoting sustained and broadly
shared economic growh. As the MCA proves itself, we expect it
to influence how nultilateral and other bilateral assistance
prograns are desi gned and conduct ed.

The M |1 ennium Chal |l enge Account is a key el enent of the overal
U S. effort to address poverty and devel opnent, which nmust al so
i ncl ude existing prograns of AID and others to provide
humani t ari an assi stance and famne relief, fight HHV/ AlIDs, build
trade capacity, and provide for economc stability and defense
of key partners. W are convinced that the MCAis in our
national interest. Geater prosperity in the devel oping world

will alleviate the poverty that breeds di scontent and
instability. It wll expand markets for Anerican exports. It
will reduce the spread of disease and pestilence. The

M |l enni um Chal | enge Account will pronote our own security and
wel | -being even as it brings a better life to mllions around
t he gl obe.

M. Chairman, nenbers of the commttee, | request your support

of the "M Il ennium Chall enge Act of 2003."



